
M E M O R A N D U M 

TO: Somerville Retirement Board 

FROM: John W. Parsons, Esq., Executive Director 

RE: Approval of Funding Schedule 

DATE: December 3, 2019 

This Commission is hereby furnishing you with approval of the revised funding schedule the Board 
recently adopted (copy enclosed).  The schedule is effective in FY20 (since the amount under the prior 
schedule was maintained in FY20) and is acceptable under Chapter 32. 

We outlined and reiterated a number of concerns regarding funding levels and the actuarial assumptions 
in our last five funding schedule memorandums (June 19, 2017, December 14, 2015, February 18, 2014, 
September 19, 2011 and August 12, 2009).  We still have concerns regarding the actuarial assumptions 
as these assumptions are among the least conservative of any Chapter 32 system. 

The Board reduced the investment return assumption from 8.0% to 7.75% as part of this actuarial 
valuation.  There are 11 systems that are currently using an assumption of 7.75% and two systems use an 
assumption greater than 7.75%.  We have generally recommended an assumption between 7.0% and 
7.25% for our 2019 local system valuations, with the most common recommendation being 7.25%.  For 
comparison, there are 34 systems currently using an assumption of 7.25% or lower.  There are 64 
systems using an assumption of 7.30% - 7.50%.  Your 7.75% assumption is outside the high end of our 
reasonable range. 

The 3.0% salary increase assumption is the lowest of any Chapter 32 system.  PERAC’s current standard 
assumption (ultimate rate after 10 years of service) ranges from 4.25% for Group 1 members to 4.75% 
for Group 4 members.  Most systems have had gains during recent years based on the PERAC standard 
assumption as salary increases have been less than assumed, but the salary increase assumption is a 
long-term assumption.  Even though there is a gain of $1.9 million on salary in this valuation, we expect 
that over the long term this assumption will need to be increased (and/or the investment return 
assumption decreased) which will increase plan liabilities. 

Our goal in designing funding schedules is to maintain, as much as possible, budgeted appropriation 
amounts in both good times and bad.  The Chapter 32 systems that have consistently maintained the 
level of budgeted appropriations each year over the past 25 years generally have the most flexibility, the 
most conservative funding schedules, and the highest funded ratios.   
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As part of this valuation, the Board voted to increase the FY21 appropriation by approximately 
$800,000 over the level of the FY21 appropriation in the prior schedule developed as part of the January 
1, 2017 actuarial valuation.  However, despite that increase, we note that the FY21 appropriation is 
approximately equal to the FY21 appropriation adopted as part of the January 1, 2013 actuarial 
valuation.  Further, this FY21 appropriation is still about $4 million lower than that found in the January 
1, 2007 actuarial valuation (before the market crash of 2008).  The increase in appropriation level 
reflects a positive step and we hope this continues in future schedules. 
 
We are available to discuss these issues further.  If you have any questions, please contact PERAC's 
Actuary, John Boorack, at (617) 666-4446, extension 935. 
 
JWP/jfb 
P:\actuaria\APPROP\Approp20\somerville approval.docx 
 
Enc. 






